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Omnibus Computer buys Digital assets 


Omnibus Computer Graphics, a 
Toronto-based public company, an- 
nounced that an agreement in princi- 
ple has been signed with Control 
Data Corp. of Minneapolis, Minn., 
and Ramtek Corp. of Santa Clara, 
Calif., for the purchase of assets and 
certain liabilities of Digital Prods. of 
Los Angeles. The transaction is sub- 
ject to the finalization of an in-depth 
agreement between the parties. 

J.C. Pennie, president and CEO of 
Omnibus, said the purchase price for 
Digital Prods. is to be satisfied by the 
issuance of 800,000 Omnibus non- 
voting Class A shares at $15 per 
share. The Class A shares are to be 
convertible into Omnibus common 


shares on a one-for-one basis begin- 
ning June 30, 1988, through to June 
30, 1991, for an annual conversion of 
200,000 each June 30. 

In addition to the acquisition, Pen- 
nie also announced that Omnibus 
was acquiring a Cray X-MP Super- 
computer from Ramtek that is pres- 
ently leased by Digital Prods. As con- 
sideration for the purchase of the 
Cray computer, Omnibus will issue 


$1 million of Omnibus common 
shares and an additional cash 
payment. 


It is anticipated that this purchase 
will increase Omnibus consolidated 
sales to CAN$14 million for the fiscal 
year ending Sept. 30, and $30 million 


in fiscal 1987. Omnibus has. just re- 
leased its quarterly report showing 
quarterly earnings of 4 cents per com- 
mon share on sales of $2.1 million for 
the quarter ending March 31. 

The two companies complement 
each other in terms of data bases, 
computer capacity and research and 
development. Digital will be added to 
the Omnibus satellite communica- 
tions network. After this acquisition, 
Omnibus will be the largest computer 
simulation company in the world 
serving the entertainment industries. 
The market for computer animation 
is currently estimated at $180 million, 
and is growing at a rate of 45% per 
annum. 
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Canada Firm Top Canadian Firm Top Dog In 


Dog In Showbiz 
Computer Area 


By BILL DANIELS 

Toronto-based Omnibus Computer 
Graphics Inc. has agreed to buy its 
prime competitor — Los Angeles’ 
Digital Prods. — by the end of this 
month, in a complicated deal which 
will place the Canadian firm at the 
top of the showbiz computer graph- 
ics heap. 

According to Omnibus prez and 
chief exec officer J.C. Pennie, his 
company has signed an agreement 
in principle with Control Data 
Corp. of Minneapolis, Digital’s 

(Continued on Page 13, Column 1) 


Showbiz Computer Graphics 


(Continued from Page 1, Column 2) 
principal creditor; and Ramtek 
Corp. of Santa Clara, Calif., which 
leases Digital its Cray X-MP com- 
puter, to purchase the assets and 
certain liabilities of DP. 

Payment for the company is to be 
satisfied by the issuance of 800,000 
Omnibus nonvoting Class A shares, 
according to the company, valued 
at $15 per share. The Class A 
shares are to be convertible into 
Omnibus common shares on a one- 
for-one basis beginning June 30, 
1988, and running thrddgh June 30, 
1991, at a rate of 200,000 shares 
per year. 

Whaté¥er the acquisition details, 
the combination of Omnibus’ al- 
ready extensive computer graphics 
facilities and ties, combined with 
Digital’s extensive involvement in 
film-based computer graphics work, 
will put Omnibus in an unrivaled 
position to take advantage of a 
growing world market for such 
product. 


Profit Struggle 


The Digital acquisition was trig- 
gered by that company’s difficulty 
in turning a profit at levels high 
enough to satisfy its creditors, ac- 
cording to Pennie. 

Digital, he said, grosses in the 
area of $10,000,000 per year, but a 
combination of debt burden and 
product cost problems led to the 
bind which resulted in Omnibus’ 
taking over. 

Pennie said that the deal will 
eliminate Digital’s debt, while at 
the same time allowing Omnibus to 
provide the company with the means 
to provide more cost-effective 
graphics for the television sector, 


without Digital having to develop 
its own software to do the job. 

Digital previously dealt solely in 
high-resolution graphics suitable 
for film, which handicapped it com- 
petitively in the tv field. Omnibus 
has long traded in both high-res and 
tv quality product. 


‘Economically Viable’ 


“What we have to do is make the 
company economically viable,’’ 
Pennie said about Digital, which he 
expects will help boost Omnibus’ 
consolidated sales to $C14,000,000 
for the fiscal year ending Sept. 30. 

He also revealed plans to keep 
Omnibus growing through more 
purchases down the line. ‘‘We are 
intending to make’ further acquisi- 
tions in the very near future to ex- 
pand our capability.” 

Omnibus is publicly traded on the 
Toronto exchange, and presently 
operates shops in Hollywood, 
Toronto and New York. It also has 
cut exclusive software licensing 
pacts in both the U.K. and Japan. 
According to Pennie, ‘‘Omnibus’ 
strategy is: we are in the business of 
computer simulation for the enter- 
tainment industry.’ 
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OMNIBUS COMPUTER GRAPHICS: 
Toronto computer animation firm buys U.S. rival 


By Greg Barr 


Citizen staff writer 


For Omnibus Computer Graph- 
ics Inc., there’s one sure way to 
beat the competition. Buy them 
out. 

The Toronto computer graph- 
ics simulation firm — one of 
Canada’s most aggressive tech- 
nology ventures — announced 
Wednesday that it has reached 
agreement in principle with Con- 
trol Data Corp. of Minneapolis 
and Ramtek Corp. of Santa 
Clara, Calif. to acquire rival 
Digital Productions of Los An- 
geles, jointly-owned by Control 
Data and Ramtek. 

Omnibus will pay about $12 
million U.S., in the form of con- 
vertible non-voting shares, to 
purchase the company. 

An additional $1-million worth 
of Omnibus common shares will 
buy a Cray X-MP supercomputer 
leased to the U.S. firm. 

The agreement, which is ex- 
pected to close by month’s end, 
makes Omnibus the world’s lar- 
gest computer graphics firm 
serving the entertainment indus- 
try. 

Omnibus was already on tar- 
get for revenue of $10 million 
for the fiscal year ending Sept. 
30. 

However, company president 
John Pennie said Wednesday 
that the acquisition of Digital 
Productions, with sales of about 
$10 million U.S., increases the 
Omnibus forecast to $14 million 
this year, and $30 million in fis- 
cal 1987. 

Although four-year-old Omni- 
bus has quickly established itself 
as a major player in the bur- 
geoning computer animation 
market, Pennie said the acquisi- 
tion of Digital puts the publicly- 
traded company into a leader- 
ship position, because of the fit 
between the two firms. 

“Most of (Digital’s) business 
was related to the motion pic- 
ture industry, while much of our 
business was in video (television 
networks). 

“And, they certainly have a 
profile in the U.S. market,” said 
Pennie, in an interview Wednes- 
day following a speech to the 
National Research Council’s sci- 
ence association. 

Still, even without the Digital 
acquisition, Omnibus was on a 
fast track. 

Its computer-generated images 
and icons have likely been seen 
by every Canadian with a televi- 


Is it live or ...? 


sion set, not to mention movie- 
goers. 

For example, Omnibus ‘ soft- 
ware “artists” have created the 
twisting and turning television 
logos for CBC, CTV, Hockey 
Night in Canada and U.S. pay 
television networks, to name a 
few. 

Omnibus animation effects are 
featured on the 30-second Expo 
86 promotional commercial 
shown on North American televi- 
sion networks this summer. 


In just four years, Omni- 
bus Computer Graphics Inc. has established 
itself as a world leader in the creation of com- 
puter-generated animation and special effects. 


What’s more, Omnibus has 
provided computer animation ef- 
fects for movies such as Explor- 
ers and Star Trek III. 

Recently the firm signed its 
biggest movie deal, a $2.1-mil- 
lion contract to provide special 
effects for the Disney film Flight 
of the Navigator. 

The worldwide computer ani- 
mation market is expected to be 
worth about $180 million this 
year, about 16 per cent of the 
$1-billion entertainment special 


Omnibus software “artists have created nu- 
merous logos for North American TV stations, 
such as ABC and ESPN, and commercials 
produced entirely on a cornputer. 


effects and animation market. 

Pennie said once the cost of 
producing computer-generated 
effects — now about $13,000 for 
one second of action — dips be- 
low the $500 mark, likely in 
about two years, the market will 
explode. 

“At some point — sooner than 
you think — we'll be able to 
simulate live action on film, 
such as a helicopter chase scene, 
where nobody will be able to tell 
that it was done by computer.” 


By Dan Leger Canadian Press 


OTTAWA A Toronto 
company whose aim is to “simu- 
late real life at an affordable 
cost,” hopes to use its giant com- 
puters to dominate the market in 
creation of those fancy effects 
you see on your television sets 
selling Kodak film and Expo 86. 

J.C. Pennie, president of 
Omnibus Computer Graphics 
Inc., announced yesterday his 
company has almost completed 
the purchase of rival Digital 
Productions Inc. of Los Angeles. 
The purchase would make Omni- 
bus the largest company of its 
kind. 

Spinning images 

Omnibus, founded in 1982, uses 
computers to create high-resolu- 
tion images for films, television 
commercials and TV network 
promotional logos that spin, split, 
shine or do just about anything 
else that mind-over-microchip 
can devise. 

Part of the $20 million deal 
gives Omnibus access to a Cray 
X-MP supercomputer, which 
Pennie said will enable the 
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Toronto computer graphics firm 
says U.S. deal will enhance image 


company to become the domi- 
nant player in a field that he pre- 
dicts will undergo massive 
growth over the next 10 years. 

Omnibus has already com- 
pleted a number of the sophisti- 
cated commercials currently 
seen on television. The Kodak ad 
featuring multi-hued balloons 
taking flight, men turning into 
moving trees and the flight of a 
brilliant butterfly is one exam- 
ple. 

The Expo 86 ad, which has 
achieved the highest ratings 
among current television com- 
mercials in the United States, is a 
computer-driven flight through 
the site of the world’s fair at 
Vancouver, complete with fire- 
works. It is almost completely 
generated by computers. 

Omnibus has also created ani- 
mated logos for the CBC, CTV 
and Global television networks 
and for major U.S. pay television 
systems. 

Customers pay a pretty price 
for all that gloss. 

The current cost of producing 
one second of such high-energy 
computer imaging is $13,000. 


Pennie said technological change 
in the industry could bring that 
cost down to $500 a second over 
the next few years. 

Pennie is all optimism about 
his company’s prospects, techni- 
cally and financially, especially 
after it obtains the Cray comput- 
er, which he describes as “the hot 
rod of the computer industry in 
terms of memory and power.” 


Create stars 


He said the new Cray, which 
works 500 times faster than the 
large conventional computers 
now in use, and its successors 
will some day help Omnibus 
create human simulations so life- 
like they will be indistinguishable 
from real people. 


In the future, ‘‘we may be 
creating some movie stars,” he 
said. 


“Stars don’t have to be real.” 


But all this creativity is expen- 
sive. Omnibus will be offering a _ 
share issue to finance the Digital 
Productions purchase. It expects 
sales to jump to $30 million in 
1987 from $14 million in 1986. 
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Ottawa’s cutbacks on R&D 


could hurt us in free trade 


If we entered a free trade agree- 
ment with the United States today, 
many of our companies would be 
badly prepared, and many jobs and 
businesses would disappear. 

Nor is the situation likely to be 
any better two or three years from 
now, when Prime Minister Brian 
Mulroney hopes to have his free 
trade treaty. That’s because 
important government programs 
to strengthen Canadian companies 
are being squeezed in the name of 
fiscal restraint. 

Examples include the Industrial 
Research Assistance Program 
(IRAP), which pays for university 
and government scientists to help 
out on company research and 
development (R & D) projects, and 
the Program for Industry-Labora- 
tory Projects (PILP), which brings 
together government scientists 
and private industry on joint 
projects. Both are run by the Na- 
tional Research Council. 

Together the two programs, 
which assist close to 5,000 small 


and medium-size companies a | 
year, have a combined budget of | 
| about 90 today while annual sales 


$68.5 million for this fiscal year. 
But after taking inflation into ac- 
count, the spending power of these 
programs has been cut. 

The payoff from these technol- 
ogy programs is not in question — 
not even by the Nielsen task force 
on government spending. And 
specific examples of how the 
money is used shows why. 

Take the experience of Sen 
Gelda, a Canadian who arrived 
from India in the mid-1960s with a 
PhD in biolgical sciences from the 
University of Minnesota. After 
working with Borden Co. in organ- 
izing a Canadian R & D program, 
Gelda in 1978 set up his own 
company — Gelda Scientific and 
Industrial Development Inc. — in 
Missisauga to help companies in 
the food industry expand their 
business through R & D. 

In doing that, Gelda relies heavi- 
ly on IRAP. And it seems to work, 
as the experience of these three 
companies he has worked with 
shows: 


o ‘David Crane is a writer on po- 


litical and economic affairs for | 
The Star. 


O At Nelson’s Dairy Ltd. in 
Toronto, R & D, partly financed 
through IRAP, was a corporate 
lifesaver. “We would not have been 


able to stay in business if we hadn’t ' 


been in a position to come up with 
new products and processes,” says 
company president Elio Madonia 
The company has diversified into 

number of competitive new prod- 
ucts and is currently installing 
packaging machinery so that it 
can export to South America. Nel- 
son’s now has a full-time R & D 
staff of nine and total employment 
has gone from about 45 in 1979 to 


have grown from about $5 million 


' to $20 million. 


Other companies have similar 
payoffs. John Pennie runs one of 
Toronto’s most exciting young 
companies, Omnibus Computer 
Graphics, which also has offices in 
Los Angeles and New York city. 
Omnibus is one of North America’s 
top computer graphics companies 
serving the movie and video indus- 
tries, with expected sales of $14 
million this year. This week it sign- 
ed ‘an agreement in principle to 
buy Digital Productions of Los An- 
geles, a competitor, and a Cray X- 
MP supercomputer. 

The key to Omnibus’ success is 
its unique software, which was de- 
veloped with help from the PILP 
program. Some 20 new high-tech 
jobs have been created already, 
with another 30 projected over the 
next 12 months and a total of 170 
over a five-year period, according 
to Pennie. 

Without this kind of government 
support, Canadian companies will 
not be able to afford the necessary 
level of innovation to survive in a 
Canada-U.S. free trade environ- 
ment, Pennie contends. And 
Pennie has no hesitation in at- 
tributing his company’s amazing. 
success in Hollywood and New 
York in part to government help 
though PILP. 

If the Mulroney government 
really knew what it was doing, it 
would be beating the bushes to get 
as many companies as possible to 
use programs like IRAP and PILP. 
Instead, it’s discouraging compa- 
nies by squeezing funding — and 
the end result will be a Canadian 
economy ill-prepared to face the 

competition of Canada-U.S. free 


trade. 
Lp 
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CASH SHORTFALL AT OMNIBUS 
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ALEXANDRA EADIE/ 
The Globe and Mail 


Omnibus, is/expected to release terms of a financial reorganization today. 


- BY KAREN HOWLETT 
The Globe and Mail 


Omnibus Computer Graphics Inc. 


is best known for its freewheeling 
graphic logos that identify the CTV 
Television Network and the Cana- 
dian Broadcasting Corp. But the 
company’s lofty ambitions to expand 
from animated graphics into the 
vastly larger simulation market 
may be dashed by its enormous 
debt. 


The trouble began with Omnibus’ 
quest to grow through acquisitions, 
driving its debt to $23.3-million. But 
sales have fallen short of forecasts, 
leaving the company short of funds 


į to meet expenses. 


Omnibus officials expect to re- 
lease terms of a financial reorgani- 
zation today — following a trading 


Acquisition debts may dash Omnibus’ plans 


halt in its shares since last Thurs- 
day. Its stock, listed on the Toronto 
Stock Exchange, has been steadily 
declining since last August, when it 
was changing hands at $7. The 
shares last traded at $1.90. 

The company, which has already 
brought North American movie 
audiences simulated spaceships in 
Flight of the Navigator, has built an 
empire consisting of offices in New 
York and Los Angeles along with its 
headquarters in Toronto. It boasted 
in its 1986 annual report that it “has 
arrived as the leader in an industry 
which is poised on the presehol of. 
greatness.” i 

But in the wake of acquiring ANa 
competitors in California, Omnibus’ 
current liabilities far exceed current 
assets, leaving it with a hefty work- 


CROWNX — Page B7 


Crownx official 
helps Omnibus 
in restructuring 


@ From Page B1 
ing capital deficiency and in default 
of certain loan covenants. Its debt 
raises the question of whether 
Omnibus paid too much to realize 
its dream of catering to the North 
American entertainment industry. 
Only one year ago, at its annual 
shareholders’ meeting, the compa- 
ny showed a video of Marilyn Mon- 
robot as an example of the potential 
for computer simulation to combine 
live action with animation. But 
whether the bikini-clad vision ever 
makes her silversscreen debut may 
depend on the patience of creditors. 
Now, however, the company is 
more preoccupied with how to 
reduce its debt, which stood at $23.3- 
million as of Dec. 31, 1986, including 
$5.3-million that it must pay this 
year. It counts among its creditors 
National Sea Products Ltd. and 
Crownx Inc., both controlled by the 
Jodrey family of Hantsport, N.S. 
“We made the investments at the 
same time,” said Gordon Cum- 
mings, president and chief execu- 
tive of National Sea. “It was really 
Mr. Hennigar’s idea. (David Henni- 
gar, a member of the Jodrey family 
who sits on the boards of both Na- 
tional Sea and Crownx.) We antici- 
pated we would be in for a short 
while.” 


A Crownx vice-president has 
taken the helm at Omnibus. Last 
month, William Kennedy became 
president and chief executive, re- 
placing company founder John 
Pennie, whoremains-a-director. 

“(The company) has provided an 
officer to assist in restructuring 
(Omnibus’) capital and its business 
strategy,” said a spokesman for 
Crownx, the Toronto-based con- 
glomerate with interests in nursing 
homes, financial services and high 
technology. Another spokesman 
said it would be inappropriate to 
comment at this time on whether 
Crownx was interested in adding the 
computer graphics company to its 
stable of high-technology interests. 

Omnibus paid $15.2-million for 
Digital Productions of Culver City, 
Calif., its largest competitor in 
motion pictures and broadcasting. 
It followed that by paying $7.6-mil- 
lion to merge with Robert Abel & 
Associates, and another $2.8-miilion 
to purchase the production assets of 
Abel Image Research of Hollywood, 
which does television commercials. 

The company anticipated that it 
would raise $20-million in equity last 
October, at which time its shares 
were trading at about $5. But ques- 
tions about Omnibus’ accounting 
derailed the issue, said Thomas 
Caldwell, a member of the compa- 
ny’s three-member executive 
committee and president of Cal- 
dwell Partners Ltd. 


The treasury share issue, to be 
underwritten by investment dealer 
McLeod Young Weir Ltd., never 
even made it to the preliminary 
prospectus stage. 

Omnibus’ auditors called into 
question its method to account for 
the sale of a software licence, Mr. 
Caldwell said. 

Basically, the auditors were con- 
sidering transferring some or all of 
the licence sale of $2.8-million to 
capital from revenue. But after 
reviewing the accounting treat- 
ment, they decided that the transac- 
tion should remain as a revenue 
item for the fiscal year ended Sept. 
30. By this time, Mr. Caldwell said it 
was too late to go ahead with the 
issue because the year-end state- 
ments were out of date. 

In the wake of the failed issue, 
Omnibus is grappling with what Mr. 
Caldwell calls “‘the multiplier ef- 
fect.” Management has to spend 
time keeping creditors at bay, he 
said. Meanwhile, potential clients 
won’t give it work if they’re con- 
cerned about financing. 

“Most of the major participants 
have been co-operative,” Mr. Cal- 
dwell said, referring to the credi- 
tors. “But sooner or later the com- 
pany has to raise additional equi- 
ty.2 

To pave the way for this, the 
company got approval from share- 
holders at its annual meeting in 
February to issue six million trea- 
sury shares, in excess of 25 per cent 
of its 9.1 million common shares 
outstanding. 

Mr. Caldwell also conceded that it 
is possible Omnibus paid too much 
for the acquisitions. 
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Omnibus 
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Says it needs 
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funds fast 
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to be viable 


‘By-Andrea Gordon Toronto Star 


-«Omnibus Computer Graphics 
Ine. of Toronto says it has failed to 
-complete a financial restructuring 
plan involving its major creditors 
and it needs additional equity fi- 
nancing by tomorrow to remain as 
a viable operation. 

Omnibus also said yesterday its 
president and-chief executive offi- 
čer; William Kennedy, has resign- 
éd from the company after less 
than six weeks on the job. 

The company, a world leader in 
computer graphics and animation, 
has- been working to restructure 
since early March, when it default- 
ed on certain provisions of its line 
of credit with its Canadian banker. 

Kennedy is a vice-president of 

Crownx, which was owed $2.8 mil- 
lion by Omnibus at the end of the 
company’s Sept. 30 year-end. 
-~He was brought in to replace 
Omnibus founder John Pennie as 
“president and chief executive offi- 
seer of the company several days 
“after the announcement that it had 
Sefaulted on provisions of its line 
Of Credit. 


`I Omnibus, well-known for such 
graphics as the sequence that 
introduces Hockey Night in Cana- 

th er simulationdn- 


—de-and ihe-comput 
the movie The Last Starfighter, 


has: been working on advanced 
computers to try to develop graph- 
i¢s:and animation that look like 
Teal life. 

* The company had been planning 

an equity infusion to help it bear 
the: debt that resulted from two 
Major acquisitions in the United 
‘States last year. But a public issue 
planned for earlier this year was 
delayed. 
“Last summer, Omnibus com- 
pleted a $20 million purchase of 
Digital Productions Inc. of Los An- 
geles and in the fall bought another 
leading firm, Robert Abel & As- 
sociates of Culver City, Calif., for 
$12; ə million (U.S.). 


` In the first quarter of fiscal 1987, 
which ended Dec. 31, Omnibus re- 
‘ported a loss of $4.4 ‘million, com- 
pared with a loss of $192,000 in the 
first three months of fiscal 1986, 
even though sales totaled $7.4 mil- 
Jion, up from $1.6 million. 


` The company also reported a 
working capital deficit of $8 mil- 
an and long-term debt of $18 mil- 

ion. 

Joseph Martin, president of the 
northern division, wouldn’t com- 
ment yesterday on alternative 
sources of equity financing. 
==“We’re working very optimisti- 
“cally to ensure continuing viability 
m e company,” he said. 


-Omnibus shares closed unchang- 
ed at $1.90. At the end of February 
they. were trading at about $3.50. 
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Tomorrow new deadline 
for Omnibus Computer 


: BY KAREN HOWLETT 
The Globe and Mail 


Omnibus Computer Graphics 
Inc., in debt to the tune of $30-mil- 
_lion, says its “continuing viability” 
hinges on it raising new equity by 
tomorrow. 

Its dire state was revealed yester- 
day in a news release announcing 
both the collapse of a proposed re- 
structuring plan and the resignation 
of president and chief executive 
William Kennedy just four weeks 

_after he took the helm of the trou- 
bled company. 
“From the minute I became pres- 
ident, Crownx and National Sea saw 
fit to extend the company more 
_funds,’”’ said Mr. Kennedy, a vice- 
_ president of Crownx Inc. who re- 
| placed Omnibus founder John Pen- 
nie in mid-March. “There was an 

assumption that we were acting in 
_ good faith for all creditors.” 

Asked if Omnibus could go out of 
business if it doesn’t find new equity 
by tomorrow, Mr. Kennedy said 
that, given its financial condition, 

. “it’s fairly close to the line. But it’s 
| not over until it’s over.” 
_ Crownx and National Sea Prod- 
ucts Ltd. — both controlled by the 
- Jodrey family of Hantsport, N.S. — 
were already major creditors when 
_Mr. Kennedy was appointed presi- 
` dent. 
' In a telephone interview from 
: California, Mr. Kennedy said the 
: two companies, acting as a unit, 
| were unable to agree with the Royal 
' Bank of Canada on how to restruc- 
ture the debt. He declined to be 
specific, saying only that ‘the 
_ Royal’s analysis of the situation was 
considerably diffèrent.” 


“The two major creditors were 
not able to get together on terms,” 
added Thomas Caldwell, a member 
of Omnibus’s executive committee 
and chairman of investment dealer 
Caldwell Securities Ltd. ‘‘(Crownx) 
decided to take a walk.” 

Trading in Omnibus shares on the 
Toronto Stock Exchange has been 
halted at the company’s request 
since last Thursday. The stock last 
changed hands at $1.90, down dra- 
matically from $7 last August. 

Omnibus’s interim report for the 
first quarter ended Dec. 31, 1986, 
Says it owed $23.3-million, including 
$5.3-million that must be paid down 
this year. But Mr. Caldwell calcu- 
lates that the debt has since grown 
to $30-million. 

Omnibus has paid down half of a 
$5.6-million loan from National Sea 
and half of a $5.6-million loan from 
Control Data Corp. used to purchase 
one of Control Data’s Cray super- 
computers. It did so with the pro- 
ceeds of a $6-million (U.S.) term 
loan from the Royal Bank, repay- 
able Oct. 1. As of Dec. 31, 1986, 
Omnibus owed Crownx $2.8-million, 
although Crownx has since lent the 
company more money. 

Mr. Caldwell said that Omnibus 
wants to reduce its debt to about 
$12-million from $30-million by 
converting a portion of it to com- 
mon shares and by raising new 
equity. 

“Weve had numerous groups 
approach us, wanting to come in on 
an equity basis,” he said. 


Crownx will not be participating 
in any equity issue, Mr. Caldwell 
said. 


Both he and Mr. Kennedy conced- 
ed that Omnibus may have paid too 
much for two acquisitions in its 
quest to cater to the North Ameri- 
can entertainment industry. 


Omnibus is carrying $16.4-million 
in goodwill on its balance sheet — 
the amount in excess of the fair 
market value it paid to acquire two 
California-based competitors last 
year — representing well over one- 
quarter of its total assets of $54.2- 
million. 

The two acquisitions, for which 
Omnibus paid a total of $25.6-mil- 
lion, have been hard for the compa- 
ny to digest, Mr. Caldwell said. 

While first-quarter sales climbed 
to $7.4-million from $1.6-million a 
year earlier, they were ‘‘significant- 
ly lower than anticipated,” says 
Omnibus’s interim report, dated 
Feb. 27. Overhead costs were out of 
line with revenue, the report adds. 
First-quarter losses soared to $4.4- 
million from $192,000 a year earlier. 

Because sales have fallen short of 
forecasts, the company — best 
known for its free-wheeling graphic 
logos that identify the Canadian 
Broadcasting Corp. and that open 
Hockey Night in Canada — is left 
short of funds to meet expenses. 

Current liabilities far exceed 
current assets, leaving it with a 


hefty working capital deficiency. 
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» It was the kind of story Holly- 
© wood churns out effortlessly — 
» with a big budget, dazzling imag- 
_ es and talented performers, all 
< papering over a script full of 
» gaping holes. 

| Sitting in the audience, hun- 
< dreds of investors and creditors 
| who had thrown millions into 


This report was written by 


Karen Howlett, Brian Milner 
and Dan Westell. 


_ Omnibus Computer Graphics Inc. 
- were certainly enthralled by what 
, they saw on the screen, 

So were the cast and crew at 
- Omnibus, who believed it when 
< they told the world they were the 
* biggest and the best at making 
< computer images for movies and 
television. 

But the story never reached the 
expected happy ending. The 


A shocking end 
to Omnibus saga 


company, which only a few 
months ago was telling wide-eyed 
investors that its sales would tri- 
ple this year to $55-million, col- 
lapsed in mid-April under a 
mountain of debt, leaving every- 
one involved in a state of shock. 


The Toronto Stock Exchange 
finally suspended its stock on 
Monday, after a month-long trad- 
ing halt. All of the company’s 
directors had already resigned 
and its phones were disconnected. 
There is apparently so little left 
that creditors have not bothered 
putting the company into receiv- 
ership. 

The latest financial statement, 
for fiscal 1986, made Omnibus’s 
desperate position clear — a $6- 
million shortfall in working capi- 
tal and forecasts of sizeable first- 
quarter losses — but the bad 
news was mingled with remark- 
ably optimistic sales and profit 
forecasts for the year. 


In fact, the company had been 
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Omnibus’s former president John Pennie (lett) and chairman Kelly Jarmain saw the firm soar and fall. 


struggling since its inception in 
1981 and was in deep trouble last 
summer at a time when it gave 
every appearance of being a big 
winner. Flush with the excite- 
ment of two Hollywood acquisi- 
tions, investors drove the shares 
to a record high of $7.62. 

By the time the TSE halted 
trading in the stock April 9, the 
price had nose-dived to $1.90, the 
founder and his chief financial 
officer had been unceremoniously 
dumped, and the secured credi- 
tors, led by the Royal Bank of 


WEDNESDAY, MAY 13, 1987 


Canada, and Crownx Inc., were 
sifting through the remains after 
an aborted rescue effort. 

How could a company that 
once seemed so promising turn 
out to be little more than a house 
of cards, propped up by inflated 
revenue figures and loyal inves- 
tors who were still putting money 
in almost up to the last minute? 

Omnibus was the major Cana- 
dian player in the glamorous, 
high-tech world of computer 
graphics, best known for the lo- 
gos that identify the CTV and 


CBC television networks. 


But it thirsted after a grander 
prize — to dominate the nascent 
industry globally, buying compet- 
itors and the best technology 
available and linking by satellite 
production offices in such centres 
as New York and Los Angeles 
with its Toronto headquarters. 

Former president and founder 
John Pennie is. still convinced 
Omnibus knew what it was doing 
in pursuing the costliest anima- 
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tion projects in the entertainment 
world, even if few others in the in- 
dustry share that view. 

“Essentially, I believe the strate- 
gy of the company was correct,” a 
subdued Mr. Pennie, accompanied 
by his lawyer, told The Globe and 
Mail. 

Computer graphics is on the way 
ta becoming a multi-billion-dollar 
industry, he said, and “provided 
you can survive, (it) is like forming 
General Motors in the early days of 
the automotive industry.” 

The strategy is being questioned 
today, especially as it led to the 
aquisition of two crippled Holly- 
wood companies and a bungled ef- 
fort to raise $25-million in a public 
share issue last October that sped 
the demise of Omnibus. 

Investors might also be wonder- 
ing about the less-than-conservative 
approach Omnibus used in defining 
revenue and its approval by the 
company’s auditors, Clarkson Gor- 
don of Toronto. 

Actual sales were several million 
dollars less than the $17.3-million 

rted in fiscal 1986, producing a 
profit of $1.1-million. The company 
did not hide this fact. The 10 pages 
of notes accompanying the year-end 
financial statement list $2.1-million 


worth of revenue from contracts on 
which no payment had been re- 
ceived and another $2.5-million 
from deals not even signed. 

The policies were set by manage- 
ment, but are generally accepted, 
the auditors said. 

“Naturally, the company would 
want to maximize its position as it 
needs funds to grow,” Mr. Pennie 
said. 

The notes also showed Omnibus 
was capitalizing $2.7-million in costs 
associated with creating a data base 
of computer images, and writing off 
some equipment over 10 years in- 
stead of a more common industry 
norm of three years. 

In these ways, companies can 
decrease the extent of reported loss- 
es and maintain a higher stated 
value of assets. 

By the finish, Omnibus had ac- 
quired a costly supercomputer, two 
U.S. competitors that were on their 
deathbeds and a reputation for do- 
ing expensive animation that they 
were unable to market successfully. 

The acquisitions and the fancy 
machinery were essential to creat- 
ing the image of a sprawling em- 


Computer 
animation 
sinks firms 


The Globe and Mail 


Computers can create spectacu- 
lar images of spaceships soaring 
through the air, King Kong climbing 
tall buildings and even simulate 
famous actors going through their 
paces. 

Special effects that once required 
days of careful staging, using min- 
iatures and fake backdrops, can be 
duplicated in minutes by powerful 
computers, producing far more 
realistic-looking detail. 

But for all its allure on the silver 
screen, computer-generated anima- 
tion is still in its infant stages, an 
extremely cash-draining venture 
that has already sunk many of the 


industry’s pioneers, some more 
than once. 
Those with enough technical 


expertise simply round up a new set 
of backers and start again, certain 
that if they can hang on until the 
costs come down, they will eventu- 
ally reap a fortune. A. 

“As much as we hate to admit it, 
we are still paying our dues dn this 
field,” said John Whitney, 
father linked an old military t 
ing computer to a camera in 
1950s in the first computer graphics 
venture. 

By 1979, the entire market was 
worth only about $12-million, rising 


to about $180-milliog Jast year, ac. 
cording to a study by a Palo Alto, 


bus Computer Graphics Inc. 

Production costs are coming 
down, but the best graphics require 
enormous computing power. 

“*You really need access to unlim- 
ited funds to be able to run that kind 
of system,” said Ted Rogers, for- 
mer technical director at Omnibus. 

“It’s beginning to become clear to 
people in the industry that it’s diffi- 
cult to exist solely with computer 
animation, the state of technology 
being what it is today,” said’ Mr. 
Rogers, who left Omnibus in 1986 to 
become director of technical opera- 
tions at Greenlight Productions Ltd. 
of Toronto. 

“The hardware and the software 
do not allow for the creation of high- 
level graphics at an affordable 
price.” i 

The industry is in a state of flux, 
said Mr. Whitney, who started an- 
other venture with long-time part- 
ner Gary Demos soon after Omni- 
bus took over their Digital Produc- 
tions. “The business is growing so 
fast. That means things are chang- 
ing and that what’s good today is 


not necessarily good tomorrow.” 


REPORT ON BUSINESS 


Investors seduced with dazzling show of graphic images _ 


pire. But instead of buying the 
market share it coveted, Omnibus, 
already short of cash, found itself 
saddled with enormous new debt 
and totally dependent on a share 
issue that never got off the ground. 


“It is a shame when a player ina 
young industry like this miscalcu- 
lates so massively,” said John Whit- 
ney, co-founder of Digital Produc- 
tions, one of the foundering comput- 
er graphics companies Omnibus 
absorbed last summer. 


The Academy Award-winning 
graphics expert opposed the Omni- 
bus takeover, but had already been 
squeezed out by his'major investors. 

The Canadian company did not 
seem to have a firm grasp of the 
business it was in, said Mr. Whit- 
ney, who has launched lawsuits over 
the takeover, 

Omnibus was interested in Digi- 
tal’s motion picture business, but 
was particularly after the compa- 
ny’s Cray-XMP supercomputer and 
its millions of dollars worth of soft- 
ware, in the belief the new technolo- 
gy would propel it to the forefront of 
the computer animation business. 


Besides, the 3,400-Kilogram Cray, 
a machine with 1,000 times the 
power of a typical mainframe 
computer and which costs a small 
fortune to maintain, was impressive 
enough to keep lenders on board at 
a time when the company was short 
of money to meet expenses. 

“For what it’s worth, banks can 
secure hard assets,” said Mr. Pen- 
nie’s lawyer, Gary Luftspring. 
“They can’t secure people.” 

But the elegant technology be- 
came an albatross for the struggling 
company, which had become ob- 
sessed with the Cray hardware. 

“It’s like owning a 747,” said 
Thomas Caldwell, an investment 
dealer and former Omnibus direc- 
tor. “You have to have the seats 
filled all the time.” 

Omnibus followed the Digital 
purchase with the acquisition of 
another shaky company noted for 
its work in television commercials, 
Robert Abel & Associates Inc. 

The Digital price tag was $15.2- 
million, almost all of it paper that is 
now virtually worthless. Robert 
Abel sold out for $10.4-million, all 
but $700,000 in shares and notes. 

Omnibus found both companies in 
terrible shape, trailing a string of 
unpaid suppliers and sales repre- 
sentatives. “Abel came back to 
haunt Omnibus,” Mr. Caldwell said. 
“The levels of Abel’s debt and the 
urgency. of it were not known ’til 
later.” 

The acquisitions were necessary 
to sell the $25-million share issue — 
far larger than would have been 
needed to run Omnibus on its own, 
according to Mr. Pennie. But their 
poor shape made the planned Octob- 
er float in Canada and the United 
Stat mnibus’s own 
sui 

takeovers were engineered in 
the certainty that the additional 
uity would clear up the-new debt 
and the company would be better 
positioned to take advantage of a 
growing U.S. market. But the plot 
took an- ripted twist when the 
issue was derailed at the 11th hour 
and the market Omnibus had fought 
so hard to break into proved much 
more elusive than the Canadians 
thought. 

Omnibus expanded “on the 

understanding that we had entered 


into an underwriting agreement and 
therefore would obtain short-term 
funds to proceed,” Mr. Pennie said. 

But a few days before the pro- 
spectus was to be printed, the com- 
pany’s auditors, Clarkson and Gor- 
don, got sticky about a software 
transaction that had occurred 
months earlier. The auditors subse- 
quently decided the original ac- 
counting for a $2.8-million sale of a 
software licence was acceptable. 

But the delay tarnished the com- 
pany’s reputation and sank the 
share issue. ‘‘We lost tremendous 
credibility with the underwriters,” 
said Kelly Jarmain, former Omni- 
bus chairman. 

As it turned out, this was the 
company’s last chance to sell new 
shares to the public and to get a 
profile-boosting listing on the U.S. 
ove, the-counter market. 


The red ink from the acquisitions 
started rising to the surface soon 
after, forcing the company to look 
for private financing to stay alive. 

Insiders say the Hollywood ven- 
tures had swamped already weak 
internal accounting systems, mak- 
ing it nearly impossible for Omni- 
bus to track or control costs. Suppli- 
ers and sales staff were demanding 
overdue payments and Omnibus’s 
poor financial health cost it at least 
one major film deal. 

Meanwhile, major creditors, such 
as Crownx and National Sea Prod- 
ucts Ltd., had pumped in millions of 
dollars on the assumption that the 
equity issue was imminent and 
repayment would be swift. 


William Kennedy, a Crownx vice- 
president responsible for high-tech- 
nology investments, came into the 
picture last summer. 


Omnibus deals ‘blew up’ 
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The seductive world of computer 
animation drew a wide range of 
investors and lenders to Omnibus 
Computer Graphics Inc. 

“We all went in with the idea it 
was something good, Canadian... . 
and somehow or other it blew up in 
our faces,” said Donald Wiley, a 
former Omnibus director who is a 
Canadian Tire dealer in St. Catha- 
rines, Ont. 

Besides key players, including 
founder John Pennie and long-time 
supporter Mr. Wiley, Omnibus had 
attracted the likes of the Royal 
Bank of Canada, Crownx Inc. and 
National Sea Products Ltd., as well 
as U.S. computer graphics expert 
Robert Abel and computer giant 
Control Data Corp. Here’s how they 
fared in the ill-fated venture. 

Crownx and National Sea togeth- 
er lost $4,8-million (U,S.) as a result 
of their loans to Omnibus. _ 

These companies ‘are linked 
through David Hennigar, a control- 
ling shafeholder in both and a 
member. of the wealthy” Jodrey 
family of Hantsport, N.S. 

Mr. Hennigar put $100,000 (Cana- 
dian) of his own money into Omni- 
bus in January company di- 
rectors were also digging into their 
pockets to keep the company afloat. 

Crownx at least comes out of it 
with a beachhead in the entertain- 
ment field. 

It already has a 20 per cent stake 
in a computer graphics software 
company, Alias Research Inc., and 


Mr. Kennedy, acting for both 
Crownx and National Sea, public 
companies controlled by the 
wealthy Jodrey family of Hansport, 
N.S., brought in what was supposed 
to be interim financing totalling 
$8.4-million. 


Instead, the companies ended up 
as major creditors. 

Still, the Omnibus script called 
for putting the best face on a col- 
lapsing company, even as late as 
the annual meeting at the end of 
February. 

Management went into that meet- 
ing fearing a shareholder revolt, but 
came out with a mandate to issue 
six million more shares. Once 
again, an impressive display of 
dazzling graphic images had se- 
duced investors into ignoring what 
their ears were hearing. 

“They were missing the main 
event,” an investor said. “No one 
understood the deficit.” The share- 
holders simply didn’t grasp the 
severity of what they were being 


told both in the annual report and. 


during-the two-hour meeting. 


Directors, including movie pro- 
ducer Norman Jewison, began re- 
signing just days later after insur- 
ance protecting them from liabili- 
ties had run out. “The insurer 
looked at our condition and refused 
to extend it,” said Mr. Jarmain, 
who was the last director left when 
he departed May 1. 

Mr. Kennedy took the Omnibus 
helm in mid-March in what ap- 
peared to be a promising rescue 
effort, and shortly after Mr. Pennie 
and Wayne McMahon, the chief 
financial officer, were axed. Em- 
ployees were heartened, and U.S. 
sales agents agreed to stay on, even 


has formed a production company 
under the guiding hand of William 
Kennedy, the Crownx executive who 
led the aborted rescue effort of 
Omnibus. The new company has 
hired some former Los Angeles- 
based Omnibus employees and lined 
up some of its sales agents in the 
United States. 

Fish processor National Sea 
turned down an invitation to be a 
partner in the new venture. ‘‘We’re 
in a fishbowl,” said Gordon Cum- 
mings, president of National Sea. 
“When we make a mistake, it gets 
thrown at us.” 

The company has been taking 
flak from Maritime fishermen over 
the Omnibus deal, Mr. Cummings 
said. 

National Sea has written off $2.5- 
million lent to Omnibus, reducing 
final first-quarter profit to $7.9-mil- 
lion. 

The Royal Bank, which eventual- 
ly pulled the trigger on Omnibus, 
had advanced the company $6-mil- 
lion (U.S.) last fall, when Omnibus 
was in default of previous loan cove- 
nants. 

The bank is left with a Cray 
computer that has been dismantled 
and removed from Omnibus’s Los 
Angeles computer centre. But that 
will likely cover only a small por- 
tion of the $9.8-million (Canadian) it 
is owed, 

Omnibus represents nothing more 
than losses to just about everyone 
who owns its roughly nine million 
common shares outstanding. That 
includes insiders, who were borrow- 


though some were owed $100,000 or 
more in commissions. 

But the rescue effort fell apart 
when the Royal Bank, owed $9.8) 
million, and Crownx failed to agree | 
on a financial restructuring plan. + 

Mr. Kennedy resigned at that | 
point, April 14. The show came to an ‘ 
end two days later when the bank | 
moved to secure its assets, consist- i 
ing primarily of the Cray supercom- * 
puter. | 

Shortly after, Mr. Kennedy began 
assembling talent including 
former Omnibus employees — for a 
new production company being set 
up by Crownx, leaving questions 
about the company’s intentions 
when it moved in to do the re- 
structuring. è 

As a creditor, Crownx also has a: 
claim on some of Digital’s valuables 
software. It would take another) 
company three to five years to, 
develop equivalent graphics soft-« 
ware on its own, one former Digital; 
employee said. . 

Mr. Kennedy called suggestions; 
that Crownx simply was taking a 
cheaper route to acquire the compa 
ny’s assets “entirely erroneous. 
He said that if he had stayed on, it 
would have left the impression he, 
believed the restructuring could be > 
done without the Royal Bank going. 


along. ; 
“I went into Omnibus with no 
director’s liability insurance. I, 


stood totally at risk with the indul- . 
gence of my firm,” Mr. Kennedy . 
said. “I gave it a fair shot. It didn’t, 
work. 5 
“We were using our money to; 
support the company. Why would , 
Crownx spend $800,000 in less than. 
30 days if during that time period it 
intended to rip this off?” i 


on lenders - 


ing money to buy shares at $4 each } 
in a private placement in January, 
and a loyal group of investors who » 
had stuck with Omnibus since its ; 
start in 1981 as a private company 
doing deals with TV Ontario to cut 
startup costs. 4 

Award-winning commercial | 
maker Robert Abel holds about 800,- * 
000 Omnibus shares, as part of the + 
paper used by Omnibus to pay for è 
its acquisition of his Hollywood = 
company. This makes him one of @ 
the larger shareholders. 

He has been running full-page > 
advertisements in trade publica- > 
tions announeiis -“Teeltingiaibe! to be 3 
continued. von 

Control Data Corp. of Minneapo- = 
lis holds a $2-million (U.S.) note 
from Omnibus. It was a major play- © 
er in Digital Productions, the other 3 
Hollywood acquisition by Omnibus. > 
Control Data is also the company \) 
that bought a software licence in a 
$2-million transaction that led to 
questions from Omnibus’s auditors 
and delayed a crucial share issue. $ 


John Pennie, Omnibus’s goaia à 
old founder, said heis teft witt me 
loans in excess of $150,000 (Cana- + 
dian) and another, solely owned “1 
company, Windrush Entertainment 
Corp., whose principal assets were 
Omnibus shares. | 

“So I'm starting fresh,” Mr. 
Pennie said, managing a slight 
smile. “It’s unlikely that I'll beina 
position to start another computer |, 
graphics company. I’m going to , 
have to look at something more _, 
modest.” a] 


a 


